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Ideas From Leading Experts in Financial Planning
TrendWatch
“Living wills” may become increas
ingly important to personal financial

planning clients in the wake of the highly
publicized Curzon case, in which the
family of a comatose woman sought to
have her disconnected from life-support machines. The Supreme Court ruled
against the family since there was no
“clear and convincing evidence” that
the woman did not want to be kept
alive under such circumstances. Clients
who want their wishes followed when
they are unable to speak for themselves
should have an attorney prepare docu
ments that: 1. Create a living will, which
gives permission to withhold forced nu
trition or to disconnect from life-sup
port. 2. Grant a durable power of attor
ney to a trusted person to make medi
cal decisions for the client. 3. Designate
a conservator or guardian to handle the
client’s affairs. Specific guidelines and
forms for these documents vary from
state to state. Source: Nation’s Business,
October 1990, p. 66.
The rabbi trust, a form of golden
parachute, is growing in popular
ity. Financial planners helping clients

choose employee compensation plans
may find the rabbi trust interesting. It is
an irrevocable trust set up by an em
ployer to provide deferred compensa
tion and other employee benefits. Such
arrangements are becoming increasingly
popular with executives whose jobs—
and benefits—are at risk from layoffs
and hostile takeovers. The trust earned
its name from the story that it was first
used by a Jewish congregation to lure a
rabbi away from a rival synagogue.
Source: Financial Planning, October
1990, pp. 90-92.
Continued on Page 2

A New Case Supporting
Asset Allocation
By Stephen A. Batman and
Herb D. Vest
Stephen A. Batman, CPA/APFS, Vice Presi
dent, H.D. Vest Financial Services, Dallas,
TX, and Herb D. Vest, CPA/APFS, Presi
dent, H.D. Vest Financial Services, prove
that asset allocation works.
Let every man divide his money into
three parts, and invest a third in land, a
third in business, and a third let him keep
in reserve. - The Talmud
Asset allocation is often regarded as a
modern investment idea, sometimes reach
ing faddish proportions in newsstand lit
erature. However, the idea is as old as
ancient Hebrew scripture. The microcom
puter age merely has helped to define and
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Prepare Yourself for the Future of PFP: Join Us at the
Division’s Technical Conference
By Jeffrey H. Rattiner
Jeffrey H. Rattiner, CPA, Technical Man
ager - PFP Division, explains how you can
benefitfrom attending the Fourth Annual
PFP Technical Conference, January 9-11,
1991. The financial planning needs of
your clients are changing rapidly. Are
you ready to meet them?
Your client base is changing. It is ag
ing, becoming more ethnically diverse and
better informed on financial planning is
sues. More women are entering the
workforce and starting their own busi
nesses. Automation and corporate down
sizing are changing the plans many thou
sands of people have made for the future.
As your clients change, so will their finan
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cial planning needs and expectations. And
so will the technical skills the financial
planner will need to meet these needs.
You can preview the future of personal
financial planning and sharpen the tech
nical skills you will need to help your
practice flourish in the coming decade.
Join us for the Fourth Annual PFP Techni
cal Conference, where we will learn how
to thrive on the Challenges of a Changing
Society.
Whether you are new to personal fi
nancial planning or are an experienced
veteran, at this year’s conference you will
find sessions exactly tailored to suit your
expertise. In fact, the conference will fea
ture 13 concurrent sessions, each rated
intermediate, advanced or specialized,

Continued on Page 7
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A New Case Supporting Asset Allocation
Continued From Page 1

Continuedfrom Page 1

Estate planning and divorce. Finan
cial planners serving a client who is
undergoing a divorce should advise
the client to take several immediate
steps: 1. Revoke any powers of attor
ney in favor of the spouse. 2. Remove
any provisions in wills or revocable
living trusts that favor the spouse. This
includes provisions that designate the
spouse as the guardian or conservator
of the couple’s children. (In some states,
such provisions are automatically re
voked upon divorce. In these cases, if
the client wants to favor the former
spouse, changes in the will may still be
necessary.) 3. Review the estate plans
of the client’s parents or others who
may have provided for the spouse. 4.
Carefully review marital or prenuptual
agreements. 5. Remove the spouse as
beneficiary to insurance, employee
benefits, etc. 6. Change jointly owned
property to some other form of owner
ship. Source: Best’s Review, September
1990, pp. 57-60, 130.

Expect the alternative minimum
tax when you least expect it. C cor
porations with buy-sell agreements
funded by insurance or key-man life
insurance may by subject to the alter
native minimum tax (ATM). The ATM
could kick in if the company itself re
ceives any insurance proceeds. One
way around this is to make the com
pany’s shareholders the owners of each
other’s life insurance. Source: Weber
Lipshie & Co., Trendlines, August/Sep
tember 1990, pp. 1-2. ■

EDITOR'S NOTE:
Part one of an article on Section 2036(c)
appeared in the last edition of ThePlan
ner. Since it appears Section 2036(c)
will be repealed, we will not continue
the article. The Planner will keep you
informed of further developments.

distribute its use. Recent studies1 have
presented conclusive evidence that an
investor’s long-term asset allocation deci-

tion of assets among many asset catego
ries significantly increases portfolio returns
while greatly minimizing portfolio risk.
This simulation assumed that $1 was
invested on January 1, 1970, in a “base
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sion does more to influence long-term port
folio returns and risk than decisions con
cerning security selection and market tim
ing. We simulated the performance of a
simple portfolio comprised of investments
in six broad asset categories. This research
reaffirms the idea that disciplined alloca
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portfolio” that was allocated evenly to each
of the following six asset categories (i.e.
1/6 allocation or about $.17 to each cate
gory): long-term U.S. Government bonds,
natural resources and energy stocks, blue
chip stocks, real estate investment trusts,
international stocks and precious metals
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stocks.2 We further assumed that on De
cember 31 of each year for the 20-year pe
riod ending December 31, 1989, the port
folio was automatically rebalanced to its
original 1/6 strategic asset allocation mix.
That is, those asset categories whose val
ues exceeded their 1/6 allocation due to
reinvested dividends, interest and appre
ciation were sold off to the l/6th limit and
the proceeds invested in the underper
forming asset categories.
Although this implies an indifferent ap
proach, the results are stunning. Because
of the power of human emotions, this re
balancing discipline is hard for most in
vestors to apply. For it has been said that
“greed is a permanent mindset only tem
porarily displaced by fear.” When one asset
class is rapidly rising in value, the natural
human tendency is to purchase more of
that asset class.
This study is unique because of its use
of marketable securities in all asset classes.
The use of stocks, bonds and REITs (real
estate investment trusts) as the investment
instruments for each category in this simu
lation ensured marketability of each cate
gory, a necessary attribute for true rebal
ancing, and represents the method of im
plementation into those asset classes used
by most individual investors.3
The graph in Figure I clearly illustrates
the results of this simulation. The base
portfolio was a superior performer to that
of individual asset categories on a risk-ad-

Sharpe Wins Nobel
Leading Expert Is One of Three
Americans Honored
William F. Sharpe shared the 1990
Nobel Memorial Prize in Economic Sci
ence for his work in asset allocation
with two other American economists,
Harry M. Markowitz of Baruch College
in New York City and Merton H. Miller
of the University of Chicago. ■

justed basis, as
Table I
noted by its non
Comparison of Base Portfolio to Asset Classes (1970-1989)
volatile, linear
growth. Table I
Internal
Avg.
presents the com
Rate of Annual Standard Sharpe
parative statistical
Category
Return Deviation Ratio
Return
measure of per
(%)
(%)
(%)
formance over the
20-year period. It
BASE PORTFOLIO
0.60
12.87
15.35
14.65
is also evident that
Blue Chip Stocks
12.84
16.34
0.32
11.55
precious metal
Small Stocks
13.64
16.26
0.36
23.85
stocks were ex
L-Term Gov’t Bonds
9.01
9.60
11.76
0.16
tremely volatile,
Int’l Stocks
14.30
16.67
0.40
22.51
incurring dramatic
Real Estate Inv. Trusts
12.54
13.58
15.00
0.40
declines in many
Precious Metals Stocks 18.32
51.76
0.37
26.59
years.
Nat. Res./Energy Stocks 11.72
13.57
20.58
0.29
The idea of in
7.62
Treasury Bills
2.62
.02
7.59
vestment risk is
Consumer Price Index
N/A
3.60
6.05
5.99
central to under
standing the bene
fits of asset alloca
tion. Investors think of risk as the chance
cant effect on the value of the asset cate
of not having a certain amount of money
gory or the total portfolio. Nondiversifi
at a particular time. Investors must quan
able risks, on the other hand, are types of
tify risk to evaluate portfolio performance
risks that are always inherent in the econ
and decision making. One commonly ac
omy and the capital markets.
cepted measure of risk is to equate risk
Examples of nondiversifiable types of
with the variability of investment returns
risks are inflation risk, interest rate risk,
around the average historical returns. This
and stock market risk. One cannot escape
is more specifically known as “standard
these types of risks, but their impact can
deviation” of returns. Standard deviation
be mitigated through allocation among
can be used to quantify the chance of loss
various asset categories that respond dif
in investment value at any point in time
ferently to each risk. The two subsets of
based upon the historical performance of
total investment risk covered here can be
the investments. Thus, standard deviation
measured separately. However, for pur
helps us bring together the mathematical
poses of this article, we will stay focused
and the psychological concepts of invest
solely on total investment risk, as meas
ment risk.
ured by standard deviation.
The standard deviation statistic is a
measure of total investment risk. Total in
Higher Returns in the Long Run
vestment risk is comprised of both diver
When comparing alternative asset
sifiable risks and nondiversifiable risks.
classes for investment, investors will gen
Diversifiable risks include normal busi
erally earn higher returns in the long run
ness risks, such as product obsolescence,
by investing in those assets that have higher
misuse of leverage and management im
volatility. The question is, how much in
proprieties. These types of risks can be
cremental return shall an investor expect
virtually eliminated by diversifying the
to earn for bearing marginally higher total
portfolio into at least 20 securities in each
investment risk as measured by standard
asset category. A possible substantial de
deviation? This question introduces the
cline in value of any one of the individual
stocks or bonds would not have a signifi
Continued on Page 5

1Cited works are Determinants ofPortfolio Performance, Brinson, Hood & Beebower (1986); the annual asset allocation index developed by Bailard, Beihl & Kaiser; and How to Win the
Loser’s Game, Charles D. Ellis (1985).
2As a proxy for the historical performance of each asset category, the following indices of performance were used to replicate a diversified portfolio of appropriate securities in each asset
category:
Blue Chip Stocks: Standard & Poor’s 500 Stock Index. Small U.S. Stocks: Ibbotson & Associates data — the smallest 20% of NYSE listings measured by total market value. International
Stocks: Morgan Stanley Capital Markets — Europe, Asia and Far East (EAFA) Index, as provided by Ibbotson & Associates. Long-term U.S. Government Bonds: Ibbotson & Associates index
of long-term U.S. Treasury Bonds. Precious Metals Stocks: For the period of 1970-1979, the Standard & Poor’s index of precious metals mining stocks. For the period 1980-1989, the CDA
Investment Technologies mutual fund composite index of precious metals mutual funds. Natural Resources/Energy: For the period 1970-1979, the Standard & Poor’s index of oil stocks.
For the period 1980-1989, the CDA Investment Technologies composite index of natural resource sector mutual funds, which is comprised primarily of energy holdings. Real Estate: For the
period 1970-1972, the annual index of real estate values produced by Frank Russell Company (FRC) of Tacoma, WA. For the period 1973-1989, the index of equity REITs, developed by the
National Association of Real Estate Investment Trusts (NAREIT).
3The Frank Russell Company index of real estate direct investment was used for the period 1970-1972, due to the absence of a more marketable proxy.
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Insurance
DISABILITY INCOME INSURANCE: TIPS FOR
ANALYZING COVERAGE
By John R. Connell and
William H. Vincent
John R. Connell, CPA/APFS, Partner,
Causey, Demgen & Moore, Denver, CO.
and William H. Vincent, CPA, Manager,
Causey, Demgen & Moore, dispel some of
the mystery surrounding disability income
insurance. This is thefirst ofan occasional
series of articles on insurance.
Disability income insurance is, per
haps, the most neglected area of personal
risk management. Part of this neglect—
and sometimes confusion—may arise from
uncertainty over the range of eligibility and
adequacy of coverage, which varies greatly
from insurer to insurer. Scrupulous review
of existing disability policies is in order
before you advise your clients on the
proper choice of policy.
Long-term disability is a real threat. Sta
tistics show that at certain ages people have
a higher chance of becoming disabled than
of dying. Disability of the family breadwin
ner can be a greater threat to a family than
death because the expenses of the bread
winner will continue, sometimes at levels
higher than predisability expenses. If the
breadwinner has no postdisability source
of income, he or she will be a drain on the
family resources.
Most employers provide long-term
disability policies as a part of their
benefits programs. This, however, does
not necessarily mean that adequate cover
age is in place. The elimination period, the
benefit period, the causes of disability
covered and the definitions of disability
and partial disability in the employer
provided insurance should be examined,
and if found inadequate, additional dis
ability income coverage should be pur
chased from an outside company.
The following definitions and descrip
tions should help you to analyze your
client’s current disability coverage and will
aid you in evaluating additional coverage:
Guaranteed Insurability. A high quality
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policy will be noncancellable and guaran
teed renewable. This means that for a
certain period of time, generally to the in
sured’s 65th birthday, the policy cannot be
canceled and the premium will not be
changed.
Elimination Period. This is the period
from the onset of the disability until the
benefits begin under the policy. The shorter
the elimination period, the more costly the
premiums. Popular elimination periods
are immediate, 30 days, 60 days, 90 days,
180 days and one year. It might be possible
under a policy to extend the elimination
period and increase the monthly disability
benefits while keeping the cost of the
policy (that is, the premiums) even. The
question to ask your clients is: How long

“Long-term disability
is a real threat.
Statistics show that
people often have a
higher chance of
becoming disabled
than of dying.
Disability of the
family breadwinner
can be a greater
threat to a family
than death. . . . ”
can you live on your savings before the
benefits start?
The Cause of Disability. Some poli
cies cover disability only from acci
dents, as opposed to disability from a
prolonged illness. The chances of a
male, age 50, becoming disabled due
to illness is almost five times more
likely than disability due to accident.
Coverage for accidents alone is somewhat
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limited, so coverage for both types of
disability should be sought.
Definition of Disability. Perhaps no
where else is there more confusion and
potential for problems than in the defini
tion of disability. The definition under
which each insurance company will pay
benefits differs greatly.
If the client is totally disabled, any
company will pay benefits; however, great
differences come about when the client is
partially and permanently disabled, or
disabled with symptoms which will ulti
mately go away. Some companies say that
an injured person able to work at “any oc
cupation” is not disabled and so not eligible
for benefits. At the other end of the spec
trum, some companies consider you dis
abled if you cannot work at “your own
occupation.”
For example, if a surgeon hurts his
hands and cannot operate but can teach in
a medical school, is he disabled? Under a
strict interpretation of the word “disabled,”
the insurance company would answer no,
since he can work at “any occupation.”
Under more liberal policies, the answer
would be yes, since his specialty was
surgery, which he can no longer perform.
Read the definitions of “disability” very
carefully when comparing policies from
different carriers.
Duration ofBenefits. This is the length
of time for which the benefits are payable.
It can be expressed in terms of months,
years, a specified age or a lifetime. The
benefit period selected generally depends
on the cost of the premium and the assets
and other income available to fund the dis
ability period. The longer the period you
select, the more benefits you may receive
resulting in a higher premium.
Cost-of-Living Adjustments. Inflation’s
impact on the benefit received is an
important consideration. For example, if
the inflation rate is 5% compounded annu
ally, a benefit of $4,500 today will only
purchase about $2,750 worth of goods in
10 years.
Additional Purchase Options. These
are options to purchase additional amounts
of coverage at different times during the life
of the policy. They allow clients to increase
their benefits as their incomes increase.
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A New Case Supporting Asset Allocation
Continuedfrom Page 3

These options are very important when a
client’s current income is inadequate (by
underwriting standards) to purchase the
amount of coverage he or she needs.
Social Security Substitute Benefit. So
cial Security has no “own occupation” defi
nition of disability and as a result the client
must be completely disabled to receive
Social Security disability benefits. A way to
supplement the disability benefits the

“Most employers provide
long-term disability
policies. This, however
does not necessarily
mean adequate
coverage is in place.”
client will receive is to purchase the Social
Security substitute benefit rider, which will
pay nothing if the client is totally disabled
and unable to work. It will, however, pay
the client a benefit equal to the Social
Security total disability benefit if he or she
is disabled but able to perform some
occupation.
The Amount of the Benefit. The rule of
thumb for determining the appropriate
amount of coverage is that the benefit
should be enough to cover projected
expenses not payable from other sources
of income plus savings for retirement.
Often, this is 60% of gross income. This
amount, however, may be limited by the
underwriter’s percent of earned income
limitations. Note that benefits received
from an employer-paid policy (pre-tax)
are taxable to the beneficiary when re
ceived, while benefits from a policy for
which the client personally (after-tax)
pays the premiums are nontaxable to the
client. You’ll find the Disability Insurance
Needs Analysis in the PFP Manual very
helpful in calculating your client’s needs.
The process of selecting supplemen
tary disability income insurance coverage
may require a good deal of finetuning. Finding a policy which covers
new areas without duplicating existing
coverage may require you to examine the
policies of several companies. ■

concept of the “risk premium.” The risk
premium is the additional return that an
investor can expect over and above the
risk-free asset (e.g., Treasury bills, notes
or bonds, depending on the investor’s time
horizon) as compensation for bearing the
added risk.
By themselves, the historical standard
deviation and risk premium statistics are
rarely useful numbers. Even the compari
son of these statistics among various asset
categories is of limited use. However, the
statistics are very useful when combined
to create a measure of risk and return
trade-off, such as the “Sharpe ratio.”
The “Sharpe ratio,” created by William
Sharpe, Ph.D., of Stanford University, is a
statistic comprised of standard deviation
and risk premium. The Sharpe ratio helps
investors relate the level of risk incurred
to achieve marginal increases in returns
when comparing two or more alternative
investments. The Sharpe Ratio is computed
by dividing the risk premium of an asset
class by the standard deviation of that as
set class.
As you can see in Figure II, the Sharpe
ratio for the base portfolio of .6 is consid
erably higher than any one of the individ
ual asset categories. The Sharpe ratio for
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the base portfolio is almost 50% higher
than that of international stocks and real
estate, the nearest competitors on a riskversus-return basis. This graph illustrates
that long-term asset allocation achieves a
risk-versus-return trade-off superior to any
individual asset class.
Table I (see page 3) summarizes the re
sults of the 20-year simulation. The table
clearly illustrates the benefits of asset allo
cation. The base portfolio has the highest
Sharpe ratio and its compound rate of re
turn during this period exceeded all other
asset categories except precious metals
stocks, which were far more volatile.
The base portfolio illustration addresses
a simple application of asset allocation.
To develop an optimal asset mix for your
clients, you must take into consideration
the tax attributes, income needs, risk tol
erances, legal constraints and time hori
zons. Regardless of how refined your as
set allocation process is, the power of the
human emotion causes investors to break
from sound strategies. Consequently, we
continually educate our clients on the
merits of a structured and diversified asset
allocation program. It is much easier to
manage expectations than it is to manage
money. An asset allocation process helps
us to do both. ■
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1990 TAX PLANNING IDEAS
By David E. Karr
David E. Karr, CPA, JD, Tax Principal,
Frank & Company, PC, McLean, VA, and
member of the PFP Practice Subcommit
tee, shares his ideas on bow to help clients
with theiryear-end taxplanning. As we go
to press, it is clear that the budget compro
mise will raise taxes, but the specific de
tails are not known. The Planner will keep
you informed offurther developments.
Now is the time to consider your clients’
year-end tax planning. As always, remem
ber that you and your clients should not
view each year’s tax planning as an iso
lated event. The choices made last year
will affect the decisions made this year, as
the consequences of this year’s actions
will carry over into next year.
Remember, also, that reducing a client’s
tax liability should be considered only in
light of the overall economics of any trans
action, regardless of the tax rates in effect.
Keep these thoughts in mind as you
consider the following ideas for your
clients.
Weigh the advantages and disadvan
tages of accelerating or deferring in
come. Congress has increased the top
individual tax rate from 28% to 31%. It
would make sense for your clients to
carefully weigh the advantages of ac
celerating income into 1990 to the ex
tent possible.

On the other hand, if your clients will
be in a higher tax bracket in 1990 than
1991, then deferral might make sense.
This may be the case with individuals
whose income is dependent on income
from industries, such as real estate,
which have been hard hit by the eco
nomic downturn. If your clients have a
voice in the timing of year-end bonuses
or dividends, they could possibly ef
fect a shift in income by delaying their
payment until after the end of the year.
The IRS will not recognize the deferral
if their right to receive income is not
subject to substantial limitations. A
deferral of only a few weeks or months
may not be considered a substantial
limitation, particularly if the employer
also agrees to make other funds avail
able to your clients in the form of loans.
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□ Consider timing deductions, when pos
sible, so they are available in the year
with the greater income or higher tax
rate. A new provision will act to re
duce the availability of deductions for
high income taxpayers. Therefore, both
the new tax rates and deduction limita
tions must be considered when paying
deductible expenses between now and
year end.
□ Considergeneratingpassive activity in
come. If your client has a rental prop
erty, you might suggest selling it at the
end of the year. This may allow him or
her to offset the gain on the sale against
any current year or suspended passive
losses that he or she otherwise might
not be able to use under the passive ac
tivity limitations. Also investigate long
term strategies to deal with passive
losses.

“Remember that reducing
a client’s tax liability
should be considered
only in light of the
overall economics of any
transaction, regardless
of the tax rates that are
in effect”
If possible, consider having your clients
convert their loss-generating passive
activities into active business activities,
thereby allowing the losses to be treated
as ordinary business losses. Under IRS
rules, there are several ways your client
can make a passive activity active. For
example, he or she can participate in
the activity for more than 500 hours
during the year.

Defer capital gains until next year, if
your client is subject to the 33%
“bubble."
With the 1991 capital gains
tax rate schedule to remain at 28%, your
clients who are subject to the 33%
“bubble” this year should consider hold
ing off recognizing long-term capital
gains until 1991, to take advantage of
the more favorable rate. If the gain must
be taken in 1990, consider using the
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installment method to defer recogniz
ing the gain. Your client cannot use
this method for securities transactions.
If your client already has realized a
large capital gain during the year, you
may have him or her consider taking a
loss on another investment to reduce
the tax on the gain.

Consider bond swaps to reduce your
clients' 1990 tax. Under the wash sale
rule, losses cannot be deducted from
the sale of securities if, within 30 days
either before or after the sale of securi
ties, the same or substantially identical
securities are acquired. Because of this
rule, bond swaps may be preferable to
equity swaps.
Consider using home equity loans tofi
nance consumerpurchases. The inter
est expense may be fully deductible.
However, you should advise your
clients to be cautious. Home equity
loans involve risks that may not be
appropriate for many clients who may
find easy access to their equity a temp
tation to spend.

Beware ofthe alternative minimum tax.
Your clients may be subject to the al
ternative minimum tax (AMT) if they
have tax shelter investments or have
made other transactions that may cre
ate tax preference items. To avoid the
AMT, you can:
• Control the timing of certain items
that raise the AMT. For instance, if your
clients may be close to incurring the
AMT in 1990, you may advise them to
hold off exercising incentive stock
options. The bargain element on the
exercise of those options is generally
included in figuring the AMT.
• Reduce or eliminate other tax pref
erence items by changing depreciation
methods on certain property or by capi
talizing certain items eligible for spe
cial amortization.

• Time deductions. Have clients ac
celerate or defer state, local or other
deductions to a year in which they will
not be subject to AMT. If a client will
not be subject to the AMT in 1991, the
deferred deductions will create a 31%
(the 1991 tax rate) benefit instead of a
21% benefit (the AMT rate) in 1990.
Have your clients contribute to an IRA,
401K or similar tax-deferred plan if
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they are eligible. Your clients will need
to remember benefits generally may
not be withdrawn before age 59 1/2
without paying 10% penalty in addi
tion to income tax.
Determine ifyour clients can take ad
vantage of the $10,000 annual gift tax
exclusion. The exclusion for a year is
lost if no qualifying gifts are made dur
ing the year, so your clients should
consider beginning a lifetime gift-giv
ing program. Creating a complete es
tate plan can help to determine the ap
propriate action.

Consider these long-range income-shift
ing strategies available to clients, to
avoid the “kiddie tax”:

• Your clients can take advantage of
the fact that the first $1,000 (for 1990)
of an under-age-14 child’s unearned
income is tax-favored.
• Your clients can transfer to the child
assets that pay little or no current tax
able income, such as tax exempt bonds
and growth stocks. These can be con
verted to investments that produce tax
able income after the child turns age
14, if desired.
• If your clients have concerns about
transferring assets directly to a child,
consider using a so-called “minor’s
trust.” The trust is a separate taxable
entity that is not subject to the “kiddie
tax.” Instead, it is subject to a special
tax rate schedule for trusts, which may
result in lower tax.
• To avoid the “kiddie tax,” your clients
might want to hire their child in their
business. If the child performs actual
duties and receives reasonable com
pensation, they can deduct the child’s
pay as a business expense. Of course,
the parents will be subject to normal
payroll taxes. Income shifting can be
effective with other lower-tax-bracket
relatives, too, such as an elderly par
ent.

□ Be sure your client’s estimated taxpay
ments are correct. They can avoid a tax
penalty by ensuring that the lesser of
90% of this year’s estimated federal tax
liability or 100% of last year’s will be
paid by year-end.
There is still plenty of time for year-end
planning. The suggestions in this article
are good ideas to start with. ■
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Prepare Yourself for the Future of PFP: Join Us at the
Division's Technical Conference
Continuedfrom Page 1

depending on the depth and breadth of
the discussion.

Specialized Sessions
Specialized sessions are where the
experts come to learn more. Like power
ful microscopes, these sessions bring de
tails into the sharpest possible focus. For
example, you can learn how your clients

“Sharpen the
technical skills you
will need to help
your practice
flourish in the
coming decade”
can use mutual funds to achieve their in
vestment objectives by attending “Mutual
Funds: How to Win by Not Losing.” Or
you can prepare for the PFP questions
you’ll encounter more often as the divorce
rate increases by attending “Creative Strate
gies in Divorce.”

Advanced Sessions
Advanced sessions are for experienced
CPA financial planners who want to mas
ter the most sophisticated PFP techniques.
For example, one advanced session, “Hot
Insurance Topics: Tips, Traps and Truths,”
will give you the insights you’ll need to
combine tax and investment strategies to
enhance your clients’ returns. Another,
“Fifteen Investment Strategy Tidbits for
the 90s,” will review investment trends
and show how you can take advantage of
them to meet your clients’ evolving needs.
You will leave each advanced session
armed with greater knowledge and deeper
understanding of each topic of discussion.

Refresh Your Knowledge
In addition, the conference will offer
several intermediate sessions. These ses
sions will help you lay the groundwork
for a more sophisticated approach to PFP.
If you are new to personal financial plan
ning, these sessions are for you.

AICPA

You will also find these sessions valu
able if you need to refresh yourself on the
basics of a particular topic, such as evalu
ating and selecting insurance products, or
preparing investment strategies such as
asset allocation.

Create Your Own Curriculum
The conference is organized to let you
choose the four sessions that are most
important to you. Each session will be
presented by a leading PFP expert who
has extensive knowledge and experience
in the subject. You can pick and choose
from the three levels, based on your expe
rience and interest in a particular topic.
No matter which sessions you choose,
you will leave the PFP Conference with
more than a knowledge of the challenges
presented by a changing society. You will
have the specific skills needed to meet
these challenges and to help your practice
thrive and grow. ■

Join Us!
Prepare to Meet the
PFP Challenges of the
’90s and Have Fun in
the Sun
Join us at the PFP Technical Confer
ence and learn how your practice
can thrive and grow in the coming
decade!

WHEN: January 9-11, 1991.

WHERE: The beautiful Hyatt Grand
Champions Resort in sunny Indian
Wells, CA.
REGISTRATION FEE: Only $495 for
PFP Division members; Only $420
for three or more members from the
same firm.

FOR MORE INFORMATION: Call
the AICPA at 1-800-969-PFP1. Call
today! ■
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Book Review
Diversify - The
Investor's Guide to
Asset Allocation
By Gerald W. Perritt
and Alan Lavine
Review byJeffrey H.Rattiner, CPA, Tech
nical Manager - PFP Division
The CPA financial planner searching
for a guide to the complexities of invest
ment planning can turn to Diversify —
The Investor’s Guide to Asset Allocation
($22.95, Dearborn Financial Publishing,
221 pages).
The book starts with investment
basics, expands into the reasons for
investing and addresses how and why
diversification and asset allocation work.
The basic tenet of asset allocation is
stability. Investors who use asset alloca
tion will not outperform the stock mar

ket during a bull market. But they will
not falter during a bear market, either.
In a bull market, everybody is a winner.
Through asset allocation, you can help
your clients be winners during bear mar
kets, as well.
Perritt and Lavine take you through
specific allocation strategies, showing
you how to divide a portfolio according
to your client’s tolerance for risk, and
showing how similar scenarios would
look under formula investing, a system
for controlling risk and eliminating
market timing by using pre-determined
sell points. The book is divided into
three sections: “Why Diversify?,” “Build
ing Your Portfolio,” and “Asset Alloca
tion Strategies.”
The Value of Asset Allocation

“Why Diversify?,” the first section,
explains the basic concepts and value
of asset allocation. The section also
shows how to allocate investments ac
cording to the client’s age and the amount

of risk he or she is willing to undertake.
The second section, “Building Your
Portfolio,” describes the types of in
vestment vehicles the investor can
choose from, including individual se
curities and mutual funds. Perritt and
Lavine design sample mutual fund port
folios and give you an in-depth look at
recommended funds by noting the
funds’ objectives and their investment
strategies.
The final section, “Asset Allocation
Strategies,” delves into specific strate
gies and approaches you and your
clients can use.
There is no sure-fire way to beat the
market. But using the proper tools, such
as asset allocation and diversification,
can go a long way in helping you and
your clients defy those odds.
To obtain a copy of Diversify— The
Investor’s Guide to Asset Allocation, call
Dearborn Financial Publishing, at 1-800621-9621, ext. 650. In Illinois, call 1800-654-8596. ■

You Can Write for The Planner
Demonstrate your knowledge of PFP issues and techniques. Write for The Planner. If you are interested, contact Bernice Sobel, Editor,
The Planner, AICPA - PFP Division, 1211 Avenue of the Americas, New York, NY 10036; or call 1-800-969-PFP1.
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